mwFood Eqmpment Group

Safeljy & Envtronmental Department

US EPA RECORDS CENTER REGION 5

[
Steve Adams | Phone: 937-332-2716
ITW Food Equipment Group | lm" lm Fax: 937-332-2520
701 S. Ridge Avenue & E-mail: Steve.Adams@itwfeg com

Troy, Ohio 45374 —

April 3,2001

U.S. Environmental Protection Agency :
Deena Sheppard-Johnson, SR-6J PRz —
Remedial Enforcement Support Section

77 West Jackson Blvd.

Chicago, lllinois 60604

RE: The Chemical Recovery Systems Site, Elyria, Ohio
General Notice of Potential Liability and Request for Information

Dear Ms. Johnson,

This document has been prepared as directed in your letter dated March 2, 2001, in reference
(RE:) to the Chemical Recovery Systems Site, Elyria, Ohio. Your letter was directed to Hobart
Corporation, 2136 Hardy Parkway. Grove City, Ohio 43123.

On Friday, March-16, we were in contact with Mr. Thomas Nash who is handling legal questions
pertaining to this site. We requested from Mr. Nash information as to how EPA obtained this facility
address in connection with the CRS site. Mr. Nash could not confirm the method used to obtain
addresses, but confirmed that this Hobart facility address was not noted on-any CRS documents or
provided by former employees.

Pursuant to Section 104 (e), Comprehensive Environmental Response Compensation and Liability
Act the following information is being provided. Hobart Corporation, 2136 Hardy Parkway, Grove City,
Ohio contends that U.S. EPA has listed this address in error. Nevertheless this document will address all
questions listed. Before doing so we would like to provide a brief description and history of Hobart
Corp., 2135 Hardy Parkway:

Description:

This facility (Hobart Service, 2136 Hardy Parkway, Grove City, Ohio) is located in
Franklin County, at the south edge of Columbus, Ohio and bordering Grove City, Ohio.
The building and grounds are under lease from Sepich Brothers Partnership, P.O. Box 442,
Galloway, Ohio, since 7/1/68. The building itself is 8,320 sq.ft., with 24 employees.
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This facility is a Service Branch for Hobart Corporation. Hobart manufacturers a commercial
line of food machines and equipment. This location is the ‘home-base’ for service technicians that
provide mobile service to customers within Central Ohio. The facility also has a small

stockroom area and storage space. This facility has never been a Hobart manufacturing facility.
It is inconceivable that the amount of waste alleged could have been generated from this

operation.

Materials Stored / Generation of Waste:

This location has a status of ‘small quantity generator-conditionally exempt'. The generation
of waste is limited to small quantities of waste oil from the repair and servicing of food machines
at customer locations. The oil is collected in one (1) 55 gallon drum. When the drum is two-
thirds full the Veach Oil Service, Columbus, Ohio, transports the material to Phillips Oil
Company also in Columbus, for reclamation. Approximately 100 gallon of used oil is
accumulated during a calendar year (2-drums). This oil waste is not contaminated with any

solvents or other mixture.

The facility also has a small parts cleaning station used for cleaning tools. The parts cleaning
station is owned and serviced by Safety-Kleen Corporation. Safety-Kleen periodically removes
the spent safety solvent material, which is sent to the Safety-Kleen site in Dolton, Illinois

for processing.

Summary

This location is a small service branch for our equipment. The remainder of this document will
answer questions regarding management and employee contacts regarding current and past
practices at this facility.

I certify under penalty of law that this document and any attachments were prepared under my
direction or supervision in accordance with a system designed to assure that qualified personnel properly
gathered and evaluated the information submitted.

Based upon my inquiry of the person or persons who manage the system, or those persons directly
responsible for gathering the information, the information submitted is, to the best of my knowledge and
belief, true, accurate, and complete. T am aware that there are significant penalties for submitting false
information, including the possibility of fine and imprisonment for knowing violations.

Sincerely,

(A

Steve Adams
Manager Safety & Environmental
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1)

2)

3)
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5)

6)

7)

8)

9)

10)

11)

12)

ANSWERS
ATTACHMENT #2 QUESTIONS

Persons contacted: Bill Mock, Branch Manager, 2 years service
Jerry Weise, Contract Sales Rep., 25 years service
Matt Hedge, Service Parts, 21 years service
Lynn Stout, Parts Manager, 21 years service
Steve Adams, (Troy, Ohio) 31 years of service

Document review: No internal documents found linking Hobart to CRS

Other person with info: None known

EPA Identification #: None required.

Acts or omissions: None

Knowledge of CRS: No employee has any knowledge or recollection of names of people
transporters or company names listed in question 7 regarding Obitts
Chemical Company or Chemical Recovery Systems, etc.

Listed Names: No knowledge or contacts with those listed

Dates of Use: CRS Site was not used by Hobart Grove City Branch
Persons Making Arrangements with CRS Site: No use of the CRS Site
Liability Insurances: This site is a leased location

Copies of Income Tax Returns: The location listed is a branch location of

Hobart Corporation a wholly owned subsidiary of
Illinois Tool Works Inc. (a Delaware Corporation).
A copy of the annual report is attached.

Articles of Incorporation: See information on line #11
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STATE OF OHIO )

COUNTY OF MIAMI )

On the 3™ day of April, 2001, before me a Notary Public in and for said State, duly
commissioned and sworn, personally appeared Steve Adams, Manager, Safety &
Environmental, who executed the within instrument and acknowledged to me that such
was his free act and deed, and the free act and deed of Hobart Corporation and ITW Food
Equipment Group.

IN TESTIMONY WHEREOF, | have hereunto set my hand and affixed my official
seal the day and year in this certificate first above written.

Yeerd 4 lade

Notary Public

VICKI L. LADE, Notary Public - -
In and for the State of Ohio
My Commission Expires Mar. 17, 2006
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ITW ata Glance

Illinois Tool Works (ITW) designs and produces an array of highly engineered fasteners and compo-
nents, equipment and consumable systems, and specialty products and equipment for customers
around the world. A leading diversified manufacturing company with more than 85 years of history,
ITW’s nearly 600 decentralized business units in 43 countries employ approximately 55,000 men
and women who are focused on crafting value-added products and innovative customer solutions.

Revenues in Billions of Dollars

1996

.3

1997 1998

/7.6 8.4

1999 2000

9.3 10.0

Number of Businesses
310 368 412 488 592
Product Categories Major Brand Names Primary End Markets
Engineered Products Short lead-time plastic and Anchor, Buildex, Chemtronics,  Construction, automotive,
North America metal components and Deltar, Devcon, Duo-Fast, generalindustrial and

fasteners, and specialty
products such as polymers,
fluid products, and resealable
packaging

Fastex, Foamseal, Medalist,
Minigrip/Zip-Pak, Paslode,
Plexus, Ramset/Red Head,
Shakeproof and Wilsonart

consumer durables

Engineered Products
International

S

Short lead-time plastic and
metal components and
fasteners, and specialty
products such as polymers,
fluid products, and electronic
component packaging

Buildex, Deltar, Fastex,
Henschel, Highland, Ispra,
Jemco, Magnaflux, Meritex,
Nexus, Plexus, Pulsa,
Ramset/Red Head, Shakeproof
and SPIT

Automotive, construction,
general industrial, consumer
durables and electronics

Specialty Systems
North America

Longer lead-time machinery
and related consumables,
and specialty equipment for
applications such as food
service and industrial finishing

Angleboard, BGK, Dynatec,
Hi-Cone, Hobart, Loveshaw,
Miller Electric, Norwood
Marking, PRO/MARK,
Ransburg, Signode, Traulsen,
Trident and Vulcan

Food retail and service,
general industrial, construc-
tion, and food and beverage

Specialty Systems Longer lead-time machinery Auto-Sleeve, DeVilbiss, Food retail and service,
International and related consumables,and  Dynatec, Eurofoil, Gema, general industrial, food and
specialty equipment for Grawo, Gunther, Hi-Cone, beverage, and construction
= e applications such as food Hobart, ITW Foils, Mima,
i service and industrial finishing ~ Orgapack, Signode and Simco
Consumer Products Specialty exercise equipment,  Precor, West Bend and Consumer durables and

small electrical appliances,
cookware and ceramic tile

FloridaTile

construction

Leasing and Investments

-
o
=
g
s
¥

This segment makes opportunistic investments in mortgage-related assets, leveraged and direct
financing leases of equipment, properties and property developments, and affordable housing.




Financial Highlights

Illinois Tool Works Inc.

ITW Growth

9,984 1,563 958 3.15
Operating Revenues Operating Income Income from | Diluted Income from Continuing
In Millions of Dollars In Millions of Dollars Continuing Operations Operations Per Share
In Millions of Dollars In Dollars
Change Change
Dollars in thousands except per share amounts 2000 From 1999 1999 From 1998 1998
Year Ended December 31
Operating revenues by segment:
Engineered Products — North America $3,184,033 7% $2,964,782 16% $2,562,324
Engineered Products — International 1,516,202 15 1,321,658 28 1,036,342
Specialty Systems — North America 3,337,387 6 3,161,435 2,904,662
Specialty Systems — International 1,729,559 8 1,599,988 1 1,581,857
Consumer Products 483,036 (4) 501,224 488,634
Leasing and Investments 154,277 2 157,385 5 149,748
Intersegment revenues (420,917) 13 (373,287) 11 (336,596)
Total operating revenues 9,983,577 7 9,333,185 11 8,386,971
Operating income by segment:
Engineered Products — North America $610,321 9% $561,742 18% $477,547
Engineered Products — International 153,792 16 132,808 4 127,260
Specialty Systems — North America 559,738 4 537,555 15 468,352
Specialty Systems — International 169,705 10 154,022 1) 155,110
Consumer Products (14,016) (191) 15,326 19 12,925
Leasing and Investments 83,897 (1) 84,931 26 67,552
Premark merger-related costs — (81,020) —
Total operating income 1,563,437 11 1,405,364 7z 1,308,746
Netincome $957,980 14% $841,112 4% $809,747
Cash dividends paid $223,009 21% $183,587 22% $150,934
Per Share of Common Stock
Netincome:
Basic $3.18 14% $2.80 4% $2.70
Diluted 3.15 14 2.76 4 2.66
Net income excluding Premark charges:
Basic $3.36 11% $3.04 13% $2.70
Diluted 3.33 11 2.99 12 2.66
Cash dividends paid S 74 21% $ .61 22% $ .50
Table of Contents

Financial Highlights 1

Letter to Shareholders 2

80/20 Process 5

Financial Table of Contents 20
Corporate Executives and Directors 48




To Our Shareholders

When talking with our shareholders and the investment community, as
well as our customers and the people in our nearly 600 business units,
an everyday topic is our 80/20 process. During the past 20 years,
ITW’s version of 80/20 has evolved from a way of improving production
methods to a process we apply to virtually everything we do. The
basic tenet of 80/20 is quite simple: build your business around the
20 percent of your customers who represent 80 percent of your
revenues. The difficult part, and what our people do so well, is taking
this simple premise and making it work effectively and efficiently

in all aspects of our businesses. If you think of ITW with its operations
around the world as an integrated network, then our 80/20 process

is the vital piece of software that helps keep that network running
smoothly and profitably.

Financial Performance The corporate-wide application of this process
has helped to produce a series of successful years for ITW and puts
us in a strong position to continue our well documented financial track
record. Our financial performance last year bears this out. In what
developed into a challenging 2000 for most companies in the latter part
of the year, our record revenues for the full year were up 7 percent
to $10 billion. Acquisitions accounted for 8 percent of that growth and
the base businesses grew 2 percent, offset by a 3 percent decline
from currency translation. The impact of the Euro proved particularly
troublesome in 2000.

Our record operating income for the year outpaced revenue
gains—increasing 11 percent to $1.56 billion versus $1.41 billion in
1999 —and our operating margins in 2000 improved to 15.7 percent

even as many of our end markets slowed late in 2000. We remain

bullish about future margin growth, especially when you consider




From left to right: Philip M. Gresh, Jr.,
executive vice president; Hugh J.
Zentmyer, executive vice president;

W. James Farrell, chairman and chief
executive officer; David T. Flood, executive
vice president; Russell M. Flaum,
executive vice president; David B. Speer,
executive vice president; James M.
Ringler, vice chairman; Jon C. Kinney, chief
financial officer; Frank S. Ptak, vice
chairman; Thomas ). Hansen, executive
vice president; Dennis ). Martin, executive
vice president; Allan C. Sutherland,

senior vice president.

that more than $5 billion of revenues for the year were a result of
businesses acquired over the last three years. The average operating
margin of these businesses, at acquisition, was in the range of 8
percent to 9 percent and our process takes up to five years to move
these margins up to our corporate average. As a result, we believe
there is significant potential for margin enhancement in our

current businesses.

Net income for the year reached a record $958 million and net
income per share was $3.15, both 14 percent increases versus 1999.
Our 2000 earnings per share included 18 cents of asset writedowns
and restructuring charges at the former Premark operations compared
to the one time charge of 23 cents in 1999. We continue to invest
in 80/20 initiatives at the Food Equipment and Wilsonart businesses.
In fact, we realized a nearly 2 percent increase in the operating
margins of the combined Premark operations in 2000, which puts us
on schedule to achieve our stated plan to improve operating margins
from 9 percent in 1999 to 18 percent by 2004. We believe the benefits
from investments made in these businesses during 2000 will result
in an earnings contribution of 10 cents per share in 2001.

Looking Ahead Our core businesses had a strong first half of 2000,
but sales weakened later in the year as a result of general slowing

in the U.S. economy. The North American markets are expected to
continue to slow in 2001, before picking up in the second half of

the year. We believe that successfully managing a company includes
charting the right course in both good times and bad. Even with a
slowing economy, we continue to be opportunistic and make “bottom
up” acquisitions designed to add businesses directly related to, or
that can be readily integrated into, existing product lines or markets. In




2000, 45 such acquisitions added slightly more than $1 billion in
sales, most notably Siddons Ramset Limited (construction) in Australia
and A. J. Gerrard (industrial packaging) in the United States.

As we plan for the future, we see significant growth opportunities
for ITW. Today, we are in @ much better competitive position than we
were during the last economic downturn in 1991. The underpinnings
for our success continue to be our emphasis on product development,
which yields value-added goods that meet very specific customer
needs. As a result, we market much broader product lines, sell to a
significantly wider range of end users and have more balanced
sales distribution between the U.S. and overseas compared to 10 years
ago. We continue to enjoy strong growth rates in sales, margins and
earnings, due in large part to greater market penetration and a better
mix of existing and acquired businesses.

Before ending this review of the first year of the new millennium,
we want to thank and extend our best wishes to several members
of our management team who have helped make possible our record
of successes. Ron Seager and Tom Mann have retired after each
serving more than two decades with ITW. Ron, who was executive vice W
president of the consumer packaging and decorating businesses,
was succeeded by newly named executive vice president Phil Gresh.
Tom’s most recent role was president of our decorating businesses.
We thank both Ron and Tom for their many contributions over the years.
David Flood was also elected to the senior management team in
2000 to the position of executive vice president of our polymers, fluids
and machined components businesses.

This year we became a 10 billion dollar company

We also welcomed hundreds of new individuals to the ITW family
during the past year, helping us further build a team which daily meets
the needs of thousands of worldwide customers. No matter what the
state of the economy and the competitive environment, we are confident

that the members of our team will continue to serve customers
successfully. As a result, ITW will continue to be a winner, both as a place
to work, and as a company to do business with and in which to invest.

Aol 5.PU /@%W %L%L

Frank S. Ptak W. James Farrell James M. Ringler
Vice Chairman Chairman and Vice Chairman
Chief Executive Officer

February 28, 2001




The birth of ITW’s 80/20 process dates back to the early 1980s when
a handful of our businesses sought ways to improve manufacturing
practices so they could stay competitive in an economy which was
transitioning from growth through inflation to growth via market
penetration. The early ITW successes were on the manufacturing floor
with the likes of in-lining and production cells. 80/20 then evolved
into a process of evaluating and integrating acquisitions with the

80/20 process

purchase of Signode in the mid 1980s. Today, after nearly 20 years of
expansion and refinement, ITW has assembled a comprehensive
80/20 body of knowledge which is vital to our success. It’s part of the
annual review and planning process each of our nearly 600 business
units undertakes, and plays a critical role in our ongoing and highly
successful acquisition activity.

The concept underlying 80/20 is simple: 80 percent of a business’
sales are derived from the 20 percent of its product offerings being
sold to key customers. Put simply, too often companies do not spend
enough time on the critical 20 percent of their key customers and
products and too much time on the less important 80 percent.

This process is really about simplifying and focusing on the key parts
of your business. Simplicity focuses action, while complexity often
blurs what is important. Complexity creates overhead, while simplicity
removes it. In the process of simplification, we view all areas of
the business on an 80/20 basis. This includes finding ways to simplify
our product lines, customer and supply base, business processes
and systems. In the end, 80/20 improves quality, productivity, delivery,
innovation, market penetration, and ultimately, customer satisfaction.
As a result, virtually all aspects of financial performance are improved.

While productivity enhancement is a primary goal of the 80/20
process, over the long haul you can’t win simply by being efficient.
Product development and innovation are important and natural outcomes
of the process. By focusing on the needs of key customers, we target
value-added product opportunities. Change is a fundamental part of the
markets we serve and each product or design change presents us with
a new opportunity to apply our 80/20 process. This process has brought
us to a place where we believe, and our customers tell us, that ITW is
the best at responding to their needs. The following case studies, which
illustrate seven of the thousands of 80/20 stories in progress every

3 day at our businesses around the world, are good examples that this
b process is flourishing at ITW.







The 80/20 process has successfully streamlined every aspect of
Hobart Corporation’s 2000 Series food slicers. Utilizing 80/20
analysis, standardized components and advanced manufacturing

principles, the redesigned product line features significantly fewer

simplifying product

Shahram Shariff, principal engineer at
Hobart Corporation, moved from advanced
manufacturing to design engineering

for the Slicer Development and Product
Support team. His manufacturing
experience served him well in leading

a cross-functional team in the design

and manufacturing start-up of the award-

winning 2000 Series slicers.

parts per machine while offering more standard features. The
model 29125C slicer has approximately 30 percent fewer parts than
its predecessor.
A thorough analysis of the 2000 Series found that in 1998 and 1999
less than one percent of total sales were derived from 34 of the
63 models offered. The 2000 Series now offers only 29 individual devices.
Withi.n the 2912 line, which is Hobart’s fastest-growing food slicer
product, the 80/20 principles of focusing on key clients and significant
growth opportunities mean the total number of models offered was
reduced from 20 to the nine that accounted for 99 percent of sales.
Manufacturing and support functions at the Richmond Hills, GA,
plant, home of the Hobart 2000 Series, were decentralized to create
a more focused and flexible in-line production operation. The creation
and configuration of machining and manufacturing cells in close
proximity, implementation of visual production scheduling and utilization
of vendor inventory management techniques have combined to
increase productivity dramatically. Daily capacity of 2000 Series food
slicers is up 60 percent while the labor component required for

each machine was reduced by nearly 20 percent.







As ITW expands internationally, innovative products continue
to find new markets. A prime example of this is the Ramset
TrakFast fully automated, cordless tool. Introduced in the United

States in 1992, the tool can drive two fasteners per second

new markets

Jim Walz, market manager for drywall systems
at Ramset/Red Head, will help coordinate

the initial marketing efforts for TrakFast/Pulsa
training in Australia in conjunction with the
SPIT France organization. In-depth sales
training sessions, which include side-by-side
product demonstrations, and jobsite visits

are key to the successful adoption by users

of this new technology.

through metal drywall track into concrete, block and steel.

The lightweight TrakFast tool uses compressed fuel to power a
linear combustion engine, and its one-hand operation greatly improves
productivity versus traditional anchoring and fastening methods. The
tool holds up to 40 collated pins and a fuel cell capable of 1,000 shots.
This means significantly less time is spent reloading.

TrakFast was introduced in Europe in 1996 under the established
Pulsa name. Market penetration in commercial drywall applications
has shown significant growth in both Europe, where the Pulsa tool has
captured a sizeable share of the market in just four years, as well
as in the United States, where TrakFast has more than doubled Ramset’s
market share, making it the clear market leader.

ITW’s May 2000 purchase of Siddons Ramset in Australia opens
a major market where TrakFast/Pulsa represents entirely new
technology. Building on successes achieved in other markets, the
renamed Ramset Australia business unit will begin its marketing
efforts with extensive training of both its local sales force and
distributors. Users will quickly note the tool’s speed, durability and

ease of use.
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The success of one 80/20-inspired product very often leads to the
development of other customer-focused products or components.
Dynatec’s Dynafiber UFD Omega applicator nozzle, with its flexible

design, has significantly increased orders for large, multi-nozzle

product innovation

A custom order for a large, multi-nozzle
Dynafiber UFD Omega hot-melt adhesive
applicator prompted Dynatec to ask if

a system of modular components could
be developed. Larry Flatt’s prototype
and subsequent work by the entire
Dynatec engineering team resulted in the

development of the Equity Modular

Head system.

applicator systems. For years, the industry standard for multi-nozzle
applicators was to produce each as a custom item with 14-16 weeks
from order to delivery. Dynatec has changed all that.

It started by researching frequently requested applicator sizes and
features from major customers during the prior two years. Engineers
and manufacturing staff then developed a series of standard manifold
heads and components, named the Equity Modular Head system.

Multi-nozzle applicators using the Equity Modular Head system
are assembled like blocks, using standardized modular parts.

They are no longer individually designed, special ordered and custom
built. Customer satisfaction is high because the systems are more
durable, easier to maintain, and changes can be made quickly and
cost effectively.

The end results are mutually beneficial. Customers get the
specific applicators they need at a competitive price in four weeks
or less from their order date. This combination is a powerful
selling tool for Dynatec, which is realizing economies in purchasing
materials, as well as significant sales gains without the need to
add design and engineering staff.
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The 1999 acquisition of the Prime Source Maintenance, Repair and
Operating businesses from Morgan Crucible greatly enhanced ITW’s
global presence in the specialty fluids and polymers markets.

The first step in the integration process was to reorganize lines

segmentation

Stewart Scott joined Chemtronics in
1992 to work on the Coventry line

of cleanroom products. After other
assignments within Chemtronics,

he returned to Coventry, England when
it became a separate business unit.
He currently is responsible for

manufacturing and purchasing for all

U.S. and international operations.

of business that previously were managed based on geography.

Chemtronics (specialty chemical, supplies and desoldering
products used in the computer/electronics industries) and LPS (industrial
lubricants) were two of the units which became part of our fluids and
polymers businesses via acquisitions. The next step was to begin the
80/20 process to focus even further on specific product lines
and markets.

Some aspects of the original Prime Source businesses, such as LPS,
were already very product and market focused. After in-depth evaluation
of products and markets, Chemtronics was further segmented into
discrete business units: Chemtronics (core U.S. aerosols and desoldering
products) and Coventry (swabs and wipes used in cleanroom settings).

This process helps each business focus on the high-growth
market segments and customers, which leads to enhanced operating
efficiencies. Now a separate business unit, Coventry is aggressively
pursuing the large global market for cleanroom products with
the benefit of its own dedicated manufacturing, sales and marketing
organizations. In its first year as an independent operation, Coventry
increased sales by more than 20 percent.
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When Switzerland-based Orgapack was acquired in 1996, ITW knew
it had added a solid organization to its steel and plastic strapping
systems businesses. The marketing challenge was to find alternate

channels of distribution, particularly those already being served

alternate channels

by other ITW strapping businesses. In some instances, this represented
new markets for Orgapack; in others, it meant additional channels

into markets already served.

Orgapack products are sold, in part, Ongoing 80/20 analyses of the product lines help focus efforts
through its marketing partner ITW
Packaging Brands North America. George on a number of “driver products.” It also identifies potential sales

Sim, vice president of Packaging Brands

Ty — drivers such as the new OR-T 87 strapping tool. Typical users for this
efforts of Strapex USA, Strapex Canada

and ITW Packaging Brands Distributor tool and other Orgapack systems are those with heavier strapping

Sales in support of Orgapack strapping L. i .
applications, such as concrete block for construction and timber for the

systems.

lumber industry. These are markets that Orgapack and other ITW
strapping products reach through direct and distributor channels.

A goal for all ITW businesses is to continue increasing penetration in
markets served while also developing new markets. In Orgapack’s case,
these newer markets include metal and pre-cast pipe manufacturers,
as well as palletized loads for the paper industry. Benefits from
these efforts at Orgapack have been dramatic, as new market sales

increased more than fivefold from 1996 to 2000. One way it will

continue this record will be to examine the existing distribution channels
of related ITW businesses to identify opportunities where Orgapack
products can enhance the overall offering.

15
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Creating or redesigning products to meet specific needs of key clients
is a frequent outcome of the 80/20 process. In many instances,
the process involves taking what clients view as a commodity and

developing it into an engineered, value-added product. This is

value-added product

Initial product development and viability
research on Metalloy Vantage was
conducted by Anthony Nikodym, develop-
ment engineer at Hobart Brothers.
Extensive testing conducted by Nikodym
and his fellow engineers also found

that this new product bridges welding gaps

better than solid wire and is less prone

to “burn through.”

the case with Hobart Brothers’ Metalloy Vantage, a new product
in its Trimark brand of metal core, tubular wire for welding.

After observing customers’ welding operations and talking with
key clients and sales representatives, the Hobart Brothers team
selected its target. Solid wire leaves “slag” on the face of the weld
that must be ground down to achieve the clean surface needed for
plating or painting. This is important in automotive, heavy equipment
and railcar manufacturing, three major client industries.

Metalloy Vantage wire utilizes a proprietary metallic powder in
its core that changes the characteristics of the molten weld pool. It
leaves behind much less silicon than traditional, metal core products,
and any pockets are much easier to remove than those left by
solid-wire welds. Clients save time preparing products for coatings,
and because Metalloy Vantage wire “travels” faster when applied,
productivity can increase by as much as 30 percent.

The Metalloy wire can be used by robotic, fixed-automation
equipment or in hand-held, semi-automatic applications. Hobart Brothers
engineers believe this patent-pending technology can be used in
other types of products for different customer applications.

17







CIP Fasteners was already a leading supplier of threaded U-nuts to the
automotive industry when it was acquired by ITW in 1998. The U-nut—
a stamped-metal, U-shaped clip that acts as a self-wrenching nut—

has numerous applications in trucks and cars to join or mount parts.

technology transfer

Jill Baron is the business unit manager
for CIP Fasteners’ new offering —

the Collated U-nut and Assembly Tool
system. In this role, she is leading

the project team in the development
and manufacturing of the assembly
tool, as well as launching the overall

collated U-nut system with CIP’s

customers.

For more than two years, CIP has worked to reengineer the U-nut
and develop a tool that will speed the product-application process.
A multidiscipline team of people from CIP, working with engineers from
the ITW Tech Center and Paslode, recently completed three key
steps in the development of the new design and application process
for the U-nut.

First, the U-nuts were redesigned so they could be snapped
together in strips for use in an application tool. Next, a machine was
built that efficiently collates into strips the millions of U-nuts made
every month. Finally, a pneumatic application tool was developed that
applies the U-nut at rates four-to-five times faster than the current
hand method.

In addition to dramatically increasing assembly productivity,
the new Collated U-nut and Assembly Tool will help reduce ergonomic
problems associated with repetitive hand application. As CIP
Fasteners launches this new system in 2001, it continues the 80/20
tradition of taking a product viewed by some customers as a
commodity and converting it into a proprietary, engineered product

and system.
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Management’s Discussion and Analysis

Illinois Tool Works Inc.

Introduction

Illinois Tool Works Inc. (the “Company” or “ITW”) is a multinational
manufacturer of highly engineered products and specialty systems.
The Company has approximately 600 operations in 43 countries
which are aggregated and organized for internal reporting purposes
into the following six segments: Engineered Products — North
America; Engineered Products — International; Specialty Systems —
North America; Specialty Systems — International; Consumer
Products; and Leasing and Investments. These segments are
described below.

On November 23, 1999, a wholly owned subsidiary of ITW
merged with Premark International, Inc. (“Premark”), a com-
mercial manufacturer of food equipment and laminate products.
The merger was accounted for under the pooling-of-interests
accounting method and accordingly, ITW’s historical financial
statements for periods prior to the merger have been restated to
include the results of operations, financial position and cash flows
of Premark, as though the companies had been combined during
such periods.

Engineered Products — North America

Businesses in this segment are located in North America and
manufacture short lead-time plastic and metal components and
fasteners, and specialty products such as polymers, fluid products,
and resealable packaging. In 2000, this segment primarily served
the construction (47%), automotive (26%), and general industrial

(12%) markets.

Dollars in thousands 2000 1999 1998
Operatingrevenues  $3,184,033 $2,964,782 $2,562,324
Operating income 610,321 561,742 477,547
Margin % 19.2% 18.9% 18.6%

Operating revenues increased 7% in 2000 versus 1999. The base
business revenue growth was 4%, with the biggest contributors
being the construction (including the Wilsonart laminate operation),

automotive and industrial plastics businesses. Acquisitions also
contributed 3% to the 2000 revenue increase. Operating income
increased 9% and margins improved 30 basis points, mainly due to
revenue increases and operating efficiencies in the base busi-
nesses, primarily the construction, automotive and industrial plas-
tics operations.

In 1999, revenues increased 16% versus 1998 due to acquisi-
tions and base business revenue growth, which both contributed
8%. The primary contributors to the base business growth were the
automotive, construction and consumer packaging businesses.
Operating income increased 18% from 1998 due to the base busi-
ness revenue growth and acquisitions. Overall margins increased
as improved operating efficiencies in the base businesses were
partially offset by the lower margins of acquired businesses.

Engineered Products — International

Businesses in this segment are located outside North America
and manufacture short lead-time plastic and metal components
and fasteners, and specialty products such as polymers, fluid
products, and electronic component packaging. In 2000, this seg-
ment primarily served the automotive (32%), construction (31%),
and general industrial (15%) markets.

Dollars in thousands 2000 1999 1998
Operatingrevenues  $1,516,202 $1,321,658 $1,036,342
Operating income 153,792 132,808 127,260
Margin % 10.1% 10.0% 12.3%

In 2000, operating revenues increased 15% versus the prior
year mainly due to acquisitions, which increased revenues by 23%.
The base business revenue growth was 4% in 2000, principally
related to the industrial plastics, electronic packaging, construction
and automotive businesses. Operating income increased 16% in
2000, primarily due to the revenue growth and cost reductions in

the base businesses, partially offset by asset writedowns in the
fourth quarter of 2000 related to a laminate business in Europe.
Margins increased 10 basis points due to cost reductions in 2000,
partially offset by the fourth quarter asset writedowns. The changes
in foreign currency rates in 2000 versus 1999 reduced revenues by
13% and operating income by 16%.

Operating revenues increased in 1999 versus 1998 due to
acquisitions, which contributed 31% to the revenue increase.
Base business revenue growth was 1%, as revenue increases in
the automotive and polymer businesses were offset by declines in
the construction businesses. In 1999, operating income grew 4%
mainly due to acquisitions, partially offset by nonrecurring costs
associated with various European operations. The margin decline
in 1999 was attributable both to base businesses, mainly related
to the European nonrecurring costs, and the initial lower margin
impact of acquisitions. Foreign currency fluctuations in 1999 versus
1998 decreased both revenues and operating income by 4%.
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Specialty Systems — North America

Businesses in this segment are located in North America and pro-
duce longer lead-time machinery and related consumables, and
specialty equipment for applications such as food service and
industrial finishing. In 2000, this segment primarily served the
food retail and service (33%), general industrial (20%), construc-
tion (9%), and food and beverage (8%) markets.

Dollars in thousands 2000 1999 1998
Operatingrevenues  $3,337,387  $3,161,435  $2,904,662
Operatingincome 559,738 537,555 468,352
Margin % 16.8% 17.0% 16.1%

In 2000, operating revenues increased 6% in 2000 versus 1999
primarily due to acquisitions, which contributed 4% to the revenue
increase. Base business revenue grew 2% as a result of contributions

from the food equipment, industrial packaging and welding busi-
nesses. Operating income increased 4% in 2000 due to the higher
revenues, partially offset by higher 2000 nonrecurring costs.
Margins declined 20 basis points in 2000, as the improved produc-
tivity in the food equipment and welding operations was more
than offset by the lower margins of acquired companies and higher
2000 nonrecurring costs.

Operating revenues increased 9% in 1999 versus 1998 primarily
due to acquisitions, which increased revenues 7%. Base business
revenue growth was 3%, mainly related to the food equipment busi-
nesses. Operating income grew 15% in 1999, primarily due to
improved operating efficiencies in various base businesses. Acqui-
sitions also contributed to the increase in operating income. Overall
margins increased in 1999 due to the base business efficiencies,
partially offset by lower margins for acquired businesses.

Specialty Systems — International

Businesses in this segment are located outside North America and
manufacture longer lead-time machinery and related consum-
ables, and specialty equipment for applications such as food service
and industrial finishing. In 2000, this segment primarily served the
food retail and service (26%), general industrial (25%), and food
and beverage (9%) markets.

Dollars in thousands 2000 1999 1998
Operatingrevenues  $1,729,559  $1,599,988  $1,581,857
Operating income 169,705 154,022 155,110
Margin % 9.8% 9.6% 9.8%

Operating revenues increased 8% in 2000 primarily due to acqui-
sitions, which increased revenues 17%. Base business revenue
growth was 1% in 2000. Operating income increased 10% due to

the revenue increase and operating efficiencies in the industrial
packaging and food equipment businesses, partially offset by
nonrecurring costs in the fourth quarter of 2000 related to the
European food equipment businesses. Margins improved 20 basis
points due to the productivity improvements in the base busi-
nesses, partially offset by higher 2000 nonrecurring costs. Foreign
currency fluctuations in 2000 versus 1999 decreased revenues by
9% and operating income by 12%.

In 1999, operating revenues increased 1% versus 1998. The
revenue increase related to acquisitions of 8% was partially offset
by the effect of a base business revenue decline of 4%. Operating
income and margins declined slightly, as increases from acquisi-
tions were more than offset by the effect of lower revenues in the
base businesses. Foreign currency fluctuations in 1999 versus
1998 decreased revenues by 2% and operating income by 1%.

Consumer Products

Businesses in this segment are located primarily in North America
and manufacture specialty exercise equipment, small electrical
appliances, cookware and ceramic tile. In 2000, this segment pri-
marily served the consumer durables (68%) and construction

(31%) markets.

Dollars in thousands 2000 1999 1998
Operatingrevenues  $ 483,036 $ 501,224 S 488,634
Operating income (loss) (14,016) 15,326 12,925
Margin % (2.9%) 3.1% 2.6%
22

Operating revenues declined 4% in 2000, as increased sales of fit-
ness equipment were more than offset by lower sales in the small
appliance and ceramic tile businesses. Operating income and mar-
gins were significantly lower in 2000 compared with 1999 due to
lower sales and 2000 nonrecurring costs.

Operating revenues increased 3% in 1999 compared with
1998, primarily due to higher sales in the fitness equipment and
ceramic tile businesses, offset by decreased revenues in the
small appliance businesses. Operating income and margins both
increased due to operating efficiencies, primarily in the small
appliance businesses.



Illinois Tool Works Inc.

Leasing and Investments

This segment makes opportunistic investments in mortgage-related
assets, leveraged and direct financing leases of equipment, proper-
ties and property developments, and affordable housing.

Dollars in thousands 2000 1999 1998
Operatingrevenues $ 154,277 S 157,385 S 149,748
Operatingincome 83,897 84,931 67,552

In 2000, both revenues and operating income decreased slightly
due to higher gains on the sales of assets in 1999.

Both revenues and operating income increased in 1999 ver-
sus 1998 due to gains on the sales of affordable housing and
other investments, as well as higher mortgage-related income.

In 1995, 1996 and 1997, the Company acquired pools of mort-
gage-related assets in exchange for nonrecourse notes payable of
$739.7 million, preferred stock of subsidiaries of $60 million and
cash of $240 million. The mortgage-related assets acquired in
these transactions are located throughout the U.S. and include 11
subperforming, variable rate, balloon loans and 41 foreclosed prop-
erties at December 31, 2000. In conjunction with these transac-
tions, the Company simultaneously entered into ten-year swap
agreements and other related agreements whereby the Company
will pay a third party the portion of the interest and net operating
cash flow from the mortgage-related assets in excess of $26 mil-
lion per year and a portion of the proceeds from the disposition of
the mortgage-related assets and principal repayments, in exchange
for the third party making payments to the Company equal to the
contractual principal and interest payments on the nonrecourse
notes payable. In addition, in the event that the pools of mortgage-
related assets do not generate income of $26 million a year, the
Company has a collateral right against the cash flow generated by
three separate pools of mortgage-related assets (owned by third
parties in which the Company has minimal interests) which have a
total fair value of approximately $2.5 billion at December 31, 2000.
The Company entered into the swaps and other related agreements
in order to reduce its credit and interest rate risks relative to the

mortgage-related assets. The Company expects to recover its net
investment in the mortgage-related assets of $362.4 million at
December 31, 2000 (net of the related nonrecourse notes payable)
through its expected net cash flow of $26 million per year for the
remainder of the ten-year periods and its estimated $454.6 million
share of the total proceeds from disposition of the mortgage-
related assets and principal repayments. The Company believes
that because the swaps’ counterparty is Aaa-rated and that signifi-
cant collateral secures the net annual cash flow of $26 million, its
risk of not recovering that portion of its net investment has been
significantly mitigated. The Company believes that its share of the
disposition proceeds will be sufficient to recover the remainder of
its net investment. However, there can be no assurances that all of
the net investment will be recovered. The net assets attributed to
the Leasing and Investments segment at December 31, 2000 and
1999 are summarized as follows:

In thousands 2000 1999
Assets:
Investments —
Mortgage-related assets $1,010,251  $1,017,753
Leases 56,118 62,269
Properties and affordable housing 74,793 76,632
Prepaid forward contract 22,297 21,247
Other 6,933 10,219
Deferred tax assets 237,323 257,687
Other assets 1,269 3,842
1,408,984 1,449,649
Liabilities:
Debt —
Nonrecourse notes payable 647,823 673,143
Allocated general corporate debt 160,976 238,828
Deferred investment income 228,726 270,935
Preferred stock of subsidiaries 60,000 60,000
Other liabilities 29,741 27,901
1,127,266 1,270,807
Net assets $ 281,718 S 178,842

Operating Revenues
Total operating revenues increased 7.0% in 2000 versus 1999 and
11.3% in 1999 versus 1998. Overall, the Company believes that

the majority of the increases in operating revenues are due to higher
sales volume rather than increased sales prices.

Cost of Revenues

Cost of revenues as a percent of revenues increased to 65.0% in 2000
from 64.7% in 1999. This increase was primarily due to nonrecurring
charges related to the Premark businesses and higher raw material

costs in certain businesses. Cost of revenues as a percentage of
revenues was 64.7% in 1999 compared with 65.4% in 1998. The
decline in this ratio from 1998 to 1999 was mainly due to increased
sales volume coupled with lower manufacturing costs.
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Selling, Administrative and R&D Expenses

Selling, administrative and research and development expense
decreased to 18.2% of revenues in 2000 from 18.5% in 1999 because
of increasing revenues and administrative expense reductions.

Selling, administrative, and research and development expenses
were 18.5% of revenues in 1999 versus 18.4% in 1998 primarily due
to nonrecurring charges in 1999, mostly offset by administrative
expense reductions.

Premark Charges

In 2000, the Company incurred nonrecurring charges related to
asset writedowns and compensation costs at certain Premark
businesses of approximately $.18 per diluted share. In the fourth

quarter of 1999, the Company incurred pretax nonrecurring trans-
action and compensation costs related to the Premark merger of
$.23 perdiluted share.

Amortization of Goodwill and Other Intangibles

Amortization of goodwill and other intangibles increased to $121.5
million in 2000 from $74.2 million in 1999. This increase is due to
asset writedowns of $30.3 million at certain Premark businesses
and increased amortization expense due to 2000 acquisitions and

a full year of amortization on 1999 acquisitions. Amortization of
goodwill and other intangibles increased to $74.2 million in 1999
from $50.0 million in 1998 primarily due to new acquisitions in 1999
and a full year of amortization expense on 1998 acquisitions.

Interest Expense

Interest expense increased to $72.4 million in 2000 versus $67.5
million in 1999 primarily due to increased commercial paper bor-
rowings in 2000 and a full year of interest expense on the 5.75%
notes payable, partially offset by lower interest expense on the
10.5% notes payable and the 5.875% bonds, which were repaid in

2000. Interest expense increased to $67.5 million in 1999 versus
$29.2 million in 1998, primarily due to higher long-term debt and
increased commercial paper borrowings in 1999. Interest costs of
$58.7 million in 2000, $57.9 million in 1999, and $64.4 million in
1998 attributed to the Leasing and Investments segment have
been classified in the segment’s cost of revenues.

Other Income (Expense)

Other income (expense) was an expense of $12.9 million in 2000 ver-
sus income of $14.9 million in 1999. The decline is primarily due to
losses on the sale of plant and equipment and on the sale of oper-
ations in 2000 versus gains in 1999 and higher minority interest

expense on less-than-100%-owned subsidiaries in 2000. Other
income increased to $14.9 million in 1999 versus $1.0 million in
1998, primarily due to 1998 losses on the sale of plant and equip-
ment and on the sale of operations.

Income Taxes

The effective tax rate was 35.2% in 2000, 37.8% in 1999, and
36.8% in 1998. See the Income Taxes note for a reconciliation of the
U.S. federal statutory rate to the effective tax rate. The Company

has not recorded a valuation allowance on the net <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>